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PERSPECTIVES 





A NEW REPORT ON FARM PRODUCTION INPUTS has been added to the outlook 
and situation series published by the Economic Research Service. Here’s a summary of 
the first issue of Inputs, published this month: 


Total farm expenditures for pesticides, energy, and machinery (purchases, repairs, and 
maintenance) may decline to around $30 billion this year, down from 1982’s $33 bil- 
lion. Large participation in acreage reduction programs, including PIK, dampened 
early-season sales of new farm equipment, and is limiting farm use of pesticides and 
energy. 


U.S. farmers are cutting pesticide use by an estimated 15 to 18 percent this year. Pri- 
mary reason: the nearly 30% reduction in prospective corn and cotton acreage. Prices 
reflect the impact of large pesticide supplies and weak demand. As of mid-May, herbi- 
cide prices were down 4% from May 1982, though insecticide prices were up almost 
8%, and fungicide prices were up slightly. On average, pesticide prices were up only 
about 3%. 


Farm energy consumption will also be down substantially. Farm operations are 
expected to use about 2.4 to 2.5 billion gallons of gasoline, compared with 2.8 billion 
in 1982 and 3 billion in 1981. Farm diesel fuel consumption is forecast at 2.7 to 2.8 
billion gallons, down from 3.2 billion last year. LP gas use may drop 15%-25% and 
electricity use 5%. 











Energy prices paid by farmers may average 2%-3% below 1982 levels. Average diesel 
fuel prices may be down 9%-12% to about a dollar a gallon, while gasoline could re- 
treat 3%-5% to $1.18 a gallon. However, electricity prices are likely to average 8% 
higher, and continuing deregulation could push natural gas prices 6%-8% higher. The 
increase in natural gas prices will have little effect on direct farm energy costs, since 
natural gas isn’t a major farm fuel. However, steeper prices could squeeze the profit 
margins of grain elevators that use gas to dry grain, as well as impose some losses on 
nitrogen fertilizer producers who use natural gas as a raw material. 





Farm energy expenditures will be down 14% or about $1.3 billion from 1982’s $10.2 
billion, reflecting reduced plantings, a cutback in irrigated acreage, and an overall de- 
cline in energy prices, Gasoline expenditures are likely to drop more than $600 mil- 
lion, diesel fuel about $750 million, and LP gas as much as $110 million. The antici- 
pated cost reductions will far exceed an expected $30 million increase in farm out- 
lays for electricity. 


Farm machinery will probably be least affected by PIK. After falling drastically for 
several years, sales may slip only 2%-3% this year. The PIK program may even spark a 
turnaround in the second half of 1983, as crop prices average above year-earlier levels 
and farmers can no longer put off replacing old equipment. However, any substantial 
improvement in machinery purchases isn’t expected to occur until 1984. Sales con- 
tinued lower in the first quarter of this year, but dealers in many areas reported that 
sales picked up considerably in April and May. Several companies were offering 
farmers credit advances on their PIK payments. 








Farm machinery prices this past March were up only 2%-3% from last fall, following a 
decade of stiff price increases. During the past 10 years, machinery prices tripled. 
Further price hikes this year will be well below 1982’s 8%-9%. Because of the de- 
pressed farm machinery market of the past several years, at least two major manufac- 
turers have experienced severe financial difficulties. All machinery producers have had 
to cut output, shut down facilities, and lay off workers, Plans for early 1983 called for 
further cutbacks, with improvement anticipated later in the year. 





For a free copy of the complete report and subscription information, write to EMS 
Information, Room 400 GHI, USDA, Washington, D.C. 20250. Ask for the Jnputs 
report. For further information on the situation and outlook for farm production 
inputs, contact Paul Andrilenas (202) 447-7340. 
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PIK: The Questions Keep 
Coming 


The smallest corn plantings since the 
1870's, the smallest cotton seedings in at 
least 100 years, the smallest spring wheat 
acreage since 1972 .. . these are a few 
measures of this year’s acreage reduc- 
tions, if farmers follow through on their 
planting intentions. 


Farmers are holding millions of acres out 
of production in response to the 1983 
acreage reduction programs—and pri- 
marily the PIK (payment-in-kind) pro- 
gram—for corn, wheat, upland cotton, 
sorghum, and rice. In the words of USDA 
economist Keith Collins, these programs 
have provided “a jolt to the normal con- 
duct of farm business.” The effects are 
being felt throughout the farm economy, 
and beyond. 


One result has been a chorus of ques- 
tions as farmers, agricultural busi- 
nessmen, and others try to understand 
what's happening and plan for the future. 
Their questions express concerns that go 
much further than just the operational 
details of current programs. 


We talked to Collins and found him will- 
ing to tackle these questions. Collins 
coordinates the outlook and situation 
work in the crops branch of the Eco- 
nomic Research Service, and he has 
been heavily involved in USDA's continu- 
ing analysis of PIK and its impacts. 


Is the PIK program a success? 


Collins: To make such a judgment, you 
need objective criteria for grading PIK. 
Government costs and farm income are 
two critical measures. Let’s consider farm 
income. 


Besides farmers, consumers and many 
industries depend on efficient, profitable, 
and stable farm production. To a great 
extent, the health of our entire economy 
is tied to farm prosperity. This makes 
farm income an important barometer of 
PIK’s success. 


Because PIK will sharply reduce produc- 
tion, it has helped boost prices for 1982 
crops. It’s also likely to slightly strength- 
en prices for 1983 crops. Higher prices 
combined with lower farm production ex- 


penditures are expected to raise farm 
income at least $3 billion, or 15 to 20 per- 
cent, above the level we expected prior to 
PIK. 


What would have happened without PIK? 
lf the 1982 programs had continued, 
huge crop surpluses would have kept 
prices below the loan rates as they were 
last fall. Low receipts from farm sales 
would have accelerated defaults by 
farmers on production loans. There 
would also have been massive forfeitures 
of nonrecourse loans to the CCC (Com- 
modity Credit Corporation). These de- 
velopments will be averted by 1983's 
record acreage reductions. 


Probably the only alternative to PIK 
would have been a huge cash diversion 
program. Extremely high payment rates 
would have been needed to get a sig- 
nificant drop in acreage. Even then, you 
couldn't get enough participation to 
match the PIK acreage cutbacks because 
of the limit on payments a grower can 
receive. 


(ES OR TCA ISTE STEN 
Farm prices usually fali at 
harvest, and this year will 
probably be no exception. 
RO St AE LN ETT TTI 
PIK’s stimulus to farm income will help 
reduce the borrowing needs of farmers, 
enabling them to pay off some of their 
outstanding debts. 


Yes, but what will happen to farm prices 
when PIK crops come on the market? 


Collins: There is no denying that price is 
a risk factor for growers in PIK. The 
farmer has traded yield risk for price risk 
by accepting a guaranteed yield for not 
planting and giving up the loan rate as a 
price floor. But I’d ask you to consider 
several price-related factors in the first 
half of the 1983-crop marketing year, the 
period when most PIK crops will be 
marketed. 

First, farm prices usually fall at harvest, 
and this year will probably be no excep- 
tion. They've already started down for 
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wheat. In October 1982, corn prices were 
under $2 a bushel. They rose steadily in 
subsequent months and will probably 
average around $2.65 for the season. It’s 
the normal seasonal pattern for prices to 
first fall and then rise as the crop year 
progresses. This seasonality provides the 
incentive to store crops. 


Second, the CCC is paying for 5 months 
of storage on PIK crops going to farmers 
from the CCC. There is also a 7-month 
bonus compensation on PIK crops 
coming out of the farmer-owned reserve. 
These provisions will allow farmers to 
spread their sales over the months 
following harvest, rather than dumping 
all the PIK crops as soon as they’re 
available. Also, some farmers will choose 
to hold PiK crops beyond the paid 
storage period. They'll have to pay for 
storage themselves, but the cost will be 
low if they have farm storage. 


Third, some PIK crops have already been 
sold through forward contracting, so 
their effect on price has already been 
registered in the market. 


Finally, a large percentage of the crops 
available for marketing will be eligible for 
loan because participation in 1983 farm 
programs is so high. Take corn. In 1982, 
a little more than a quarter of the crop 
was eligible for loan. This year, it will be 
well over half even if you count the PIK 
crops in the total. So, compared with the 
last harvest, there is a greater chance that 
the loan program will limit price declines 
during and after harvest. 


Can PIK crops be marketed like other 
crops? 


Collins: Yes, the producer can take de- 
livery of the PIK crops or sell them 
through the warehouse where they're 
held. And the same methods used to 
market harvested crops can also be used 
for PIK crops. 


These include selling in the cash market 
as soon as the PIK crops are available, 
selling anytime after the normal harvest 
date, forward contracting before the PIK 
crops are available, and hedging in the 
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futures market. The one method you 
can't use is the regular 9-month CCC 
loan, because PIK crops aren't eligible 


Aren't there some additional complica- 
tions in forward contracting PIK crops? 


Collins: True, if your PIK crop payment is 
to come from the CCC or 1983 loans. For 
instance, this applies to between 50 and 
60 percent of the PIK corn and wheat. 


If you are to receive CCC crops, your PIK 
entitlement form will show you the exact 
quantity, quality, and location of your PIK 
crops. However, until you receive the 
entitlement, all you know is the quantity 
stated on your original PIK contract. This 
quantity may change on the entitlement 
because it may specify a different quality 
So, quantity will be adjusted to com- 
pensate. Lower quality will be offset by 
greater quantity. 


Another problem is the location of the 
PIK crops. Grain may not be at your 
country elevator, but it should at least be 
at the closest terminal elevator. Rice and 
cotton could be almost anywhere in the 
country because these commodities will 
not be repositioned into PiK-deficit 
areas. 


These uncertainties do not necessarily 
make it more difficult to find a buyer for 
forward contracting on the basis of a PIK 
contract. However, the buyer may de- 
mand a price discount for accepting any 
quantity, quality, and location risk. If the 
CCC didn’t face such a complex task of 
acquiring and repositioning the PIK 
crops, perhaps the entitlement letters 
could have gone out soon after the PIK 
signup, and these uncertainty problems 
could have been reduced. As it is, the 
letters will likely be sent out closer to 
harvesting than to planting. 


Earlier, you listed two critical measures in 
judging the PIK program. We haven't yet 
looked at costs. Isn't the PIK program 
very expensive? 


Collins: No question, PIK is expensive. 
It's a price paid to aid an essential in- 
dustry that's badly out of balance. But 


compared with a continuation of 1982 
policies, PIK offers some savings. Higher 
crop prices and lower crop acreage 
under PIK will reduce government de- 
ficiency and diversion payments to 
producers. Storage payments on CCC 
and farmer-owned reserve crops used for 
PIK will be eliminated. 


On the other hand, there will be added 
expenditures to cover CCC storage costs 
for PIK crops for the first 5 months of the 
marketing year—and to meet the 7- 
month bonus compensation payment 
made on PIK crops coming from the 
farmer-owned reserve. Also, there will be 
additional transportation costs to re- 
locate PIK grain. 


On balance, PIK seems to be a clear 
winner compared with a continuation of 
earlier policies. How it stacks up against 
alternative policies or new legislation that 
Congress might have passed, but didn't, 
no one really knows. 


Okay, but you're talking only about direct 
expenditures. Isn't the government also 
giving away its assets (the stocks of CCC 
crops) through the PIK program? 


Collins: | was coming to that. It's an 
important point. Valued at loan rates, 
crop payments to 1983 PIK program 
participants will amount to $8-$9 billion. 
There were additional crops disbursed in 
the bid “PIK-for-PIK” program, which 
was used to acquire needed crops for 
PIK. But don't be too quick to add this 
total to the cost of the program. 





Without the PIK acreage reductions, low 
farm prices would have assured huge 
CCC takeovers of crops under loan. 
These forfeited crops would have had to 
be stored at government expense be- 
cause minimum government selling 
prices would have been well above 
market prices. 


Also, there would have been an increase 
in applications for new CCC loans and a 
sharp rise in the interest obligation the 
CCC would owe to the Treasury on the 
money borrowed to finance loans to 
producers. In addition, there would have 
been losses caused by quality deteriora- 
tion of the stored commodities. 

All these costs are generally ignored by 
analysts who contend that the value of 
PIK crops is a loss to the government. 
And there’s another point to be made 
here. Although the $8-$9 billion worth of 
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PIK crops is a transfer to farmers, you 
can’t conclude that it represents the loss 
in receipts that the CCC would have 
earned by selling those assets. Had the 
government taken over these crops, they 
wouldn't become revenues until the CCC 
could sell them. 


Without PIK and with normal weather 
and trend growth in demand, low prices 
would continue into the foreseeable 
future. There’s no telling when these 
assets could be sold or what the selling 
price might be. Given our history of 
export programs in earlier surplus years, 
we may even have ended up donating 
large quantities overseas. And the in- 
terest, storage costs, storage losses, and 
increases in other program payments 
would have to be deducted from any 
sales receipts to get a true measure of the 
net receipts forgone by the CCC. 


Okay, let’s say that the PIK program is a 
reasonable response to a current prob- 
lem. The fact remains that the business of 
agriculture is production, and that’s as it 
should be. Does PIK’s apparent success 
mean that it will become a permanent 
fixture of farm policy? 


Collins: No one wants to see massive 
government acreage programs become a 
long-run policy, and PIK is not designed 
as a long-run policy tool. Because it is so 
successful in encouraging acreage re- 
ductions and reducing stocks, it surely 
will be considered in the future when 
markets are way out of balance, as they 
are now. The whole-base bid was espe- 
cially successful, and a bid is cheaper for 
the government than a fixed offer rate. A 
“bid” PIK may be an alternative we can 
offer future policymakers. 
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However, PIK cannot be used in years 
when stocks are moderately low because 
the government would have no CCC 
stocks to use and few outstanding CCC 
loans to liquidate in order to meet any 
payment-in-kind obligations. 

The cost issue is also a factor that will 
determine PIK’s future. Say, over the next 
few years, export demand surges and 
U.S. yields are poor. In that case, those 
CCC assets distributed through the PIK 
program are more likely to be viewed as a 
direct government cost, and PIK will not 
be remembered so favorably. 


What about a PIK program for 1984 
crops? 

Collins: Secretary Block has said that PIK 
will probably be used again in 1984. No 
final decisions have yet been made. 
USDA's wheat program must be an- 


nounced by August 15, but we expect a 
decision—and an announcement—by 
July 1. Record winter wheat yields are 
likely this year. with huge stocks ex- 
pected to continue. For these reasons, a 
large acreage conirol program is in 
prospect. 


Announcements on programs for next 
year's corn, cotton, and other spring- 
planted crops are expected this fall. A 
decision on whether to have a PIK 
program for these crops will depend on 
what happens in markets this summer 
and early fall. Sudden surges in exports 
or crop failures at home could rule out a 
1984 PIK program. On the other hand, 
average weather and continued slug- 
gishness in export sales would again 
leave us with large stocks of corn, 
sorghum, and cotton. Rice would likely 
be in much better balance. 


Program decisions generally aren't made 
any earlier than they have to be. They're 
difficult enough. As is, they have to be 
issued far in advance to give growers 
ample time to develop cropping plans. In 
other words, policymakers must decide 
on 1984 programs before anyone can 
fully gauge the market effects of 1983 pro- 
grams. That’s where crop surveys and 
economic forecasts come in, but we have 
no crystal bail. 


Because the process is so complex, | 
wouldn't even try to guess the extent to 
which PIK might be used in 1984. PIK 
issues are still being analyzed, such as 
what crops might be covered, what 
percentage of base acreage would be 
eligible, or what the offer rates would be. 
In fact, it’s unlikely anyone will be able to 
say anything for sure up until the day the 
programs are announced by the Secre- 
tary.0O 





Farmers’ Response to the 1983 Farm Programs Is Expected To Halt or Reverse Two Years of Sharp Stocks Buildups 


Ending Stocks: 


Million bushels Million cwt 
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*Based on USDA's mid-May supply-demand projections. The 1983/84 projections are highly tentative this early in the season 
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Exports Won’t Lead the Way 


ne fact has become increasingly 
>. in this year’s efforts to heip 
revive the farm economy: Exports won't 
lead the way. 


Until recently, exports were the major 
source of growth in demand for U.S. farm 
products. If sales had continued to 
expand at the rate of the 1970's, export 
earnings would break the $50 billion 
mark this year, U.S. stock levels would be 
much lower, and farm prices higher. 


Instead, U.S. agricultural exports are 
expected to bring in only about $35 
billion in the current fiscal year, which 
ends this September. That’s down $4.1 
billion from 1982 and nearly $9 billion 
below record-high 1981 earnings, notes 
economist Sally Byrne of USDA's Eco- 
nomic Research Service. Export volume, 
pegged at 148 million metric tons, will 
sink to the lowest level since fiscal 1979. 


According to Byrne and her colleagues, 
several factors are behind the slump in 
U.S. exports. It took a combination of 
these factors throughout much of the 
world to prevent underlying population 
pressures—and pressures for improved 
diets—from stimulating greater demand 
for U.S. farm products. 


Among the reasons for falling U.S. export 
sales, trade analysts emphasize the 
following: 


e Economic recession and depressed 
consumer incomes in major markets. 
Without growth in buying power, growth 
in world population doesn't translate into 
expanded import demand for food 
grains, livestock feed, and other 
products. 


® The continued strength of the U.S. 
dollar in exchange markets, which in- 
flates prices of U.S. goods in terms of 
many foreign currencies. As a result, low 
U.S. crop prices depress our sales value 
totals without providing an offsetting 
incentive for foreign customers to in- 
crease the volume of their purchases. 


e Greater competition from several other 
exporting nations seeking outlets for, and 
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income from, their excess farm produc- 
tion. Tighter world markets and ex- 
panded production abroad have height- 


Throughout the 1970's and into the 
early 1980's, each year brought 
another U.S. export sales record as if 
there were no end to the world’s 
growing appetite for the products of 
America’s farms. 


In such a bullish atmosphere, all-out 
production was usually encouraged 
and little attention was given to con- 
cerns about America’s increasing 
dependence on continued expansion 
in world demand. 


The consequences of that de- 
pendence have finally hit home as 
U.S. farm export value is now 
expected to decline for the second 
pg erie pau 
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ened trade conflicts in the last few years. 


@ Increased production in several im- 
porting nations. Some major customers, 
such as China, have managed to reduce 
their import needs in the last year or two 
by boosting domestic output. 


® High debt levels, internal economic 
problems, and reduced export earnings 
in several large markets in Eastern 
Europe, Latin America, and Africa. With 
limited foreign exchange, heavy interest 
payments on current debt, and restric- 
tions on the availability of new credit, 
such nations as Poland, Venezuela, and 
Nigeria have taken steps to trim their 
farm imports. 


e Erosion of the U.S. share of the Soviet 
market. The United States may capture 
only about 20 percent of the Soviet grain 
market this year, down from a high of 
around 70 percent before the US. 
embargo. 
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No Rapid Improvement 

Many of the conditions responsible for 
the decline in U.S. agricultural exports 
will continue to depress trade totals, at 
least into next year. 


Early season projections indicate that 
total foreign grain production may rise 
about 3 percent this year. Credit condi- 
tions remain fairly tight, and interest rates 
haven't eased significantly. 


The world economy is showing pre- 
liminary signs of emerging from re- 
cession, but the pace of recovery is likely 
to be slow. In most industrialized nations, 
high levels of unemployment are ex- 
pected to persist for some time. The 
recovery, say the analysts, is apt to be too 
weak to provide much of a boost to U.S. 
exports. 

While the oil exporters also anticipate a 
hard year, economic prospects may be 
brighter for the developing nations that 


export metals, agricultural raw materials, 
and consumer appliances and elec- 
tronics. Foreign exchange earnings 
should be rising—a small plus for the 
U.S. export outlook. 


Another potentially positive development 
is the resumption of negotiations for a 
new long-term trade agreement with the 
USSR. This has raised expectations that 
the United States may eventually re- 
capture a larger share of the Soviet 
market. 


So far, however, none of the encouraging 
signs holds much promise for the 
immediate future. 


Impact on Exports 

Given the less than optimistic outlook, 
the second half of the year isn’t likely to 
make up for a very weak first half. In the 
first 7 months of fiscal 1983 (October 
1982 to April 1983), export value was 
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Analysts Expect Increased Export Sales to Developing Nations, But Reduced 
Sales to Industrialized and Centrally Planned Markets 
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1978 79 80 81 82 83 


Developing 
country markets 








1978 79 80 81 82 83 


Centrally planned 
country markets 


down about $4.1 billion compared with 
the same period a year earlier. Analysts 
expect PiK-related price increases for 
U.S. commodities to help keep that gap 
from getting any wider during the rest of 
the year. 


Export volume was down 8.6 million tons 
in the first 7 months. For the remaining 
months, the forecasts indicate that vol- 
ume may run just below last summer's 
disappointing level. 


Volume, in fact, is the key factor behind 
this year’s export decline. Last year, 
lower U.S. commodity prices accounted 
for most of the decline in export sales. 
This year, it’s the reverse. About two- 
thirds of the drop in U.S. export earnings 
will be traced to lower sales volume, and 
one-third to lower unit values for our 
export products. 


In terms of markets, the biggest sales de- 
clines are coming from the centrally 
planned nations even though, as a group, 
they take a much smaller share of U.S. 
exports than either the developed or the 
developing nations. Together, the Soviet 
Union, China, and Eastern Europe are 
expected to account for about 60 percent 
of the projected decline in total U.S. 
export value. 


Since the U.S. embargo, large shares of 
the Soviet market have gone to other 
suppliers, notably Argentina, Australia, 
Canada, and the European Community. 
In the case of China, the chief factor, say 
USDA analysts, is not the textile trade 
dispute, but the fact that China has 
harvested a series of good crops. U.S. 
sales are put at $800 million, down from 
$1.8 billion in fiscal 1982 and a record 
$2.2 billion in 1981. 


In terms of commodities, grain sales will 
plunge the most. Of the prciected 10- 
million-ton drop in total export volume, 
wheat is expected to account for 6 to 7 
million tons—largely because of smaller 
sales to the Soviet Union and China. 0 


[Based on information from Sally Breed- 
love Byrne and Steve Milmoe of the Inter- 
national Economics Division, Economic 
Research Service. } 





America’s Top Export States 


espite last year’s trade slump, 13 
oo retained their membership in 
an exclusive fraternity: Each accounted 
for $1 billion or more in U.S. agricultural 
exports. 


Illinois was the leader, capturing the top 
spot with exports valued at $3.3 billion, 
according to economist Steve Milmoe of 
USDA's Economic Research Service. His 
figures are estimates based on state 
shares of farm production for exported 
commodities. 


Ranking second was lowa, with slightly 
more than $3 billion in farm product 
exports. Illinois has held the number one 
position in 9 of the last 10 years, but was 
unseated by lowa in 1981. 


“In the 1982 rankings, Illinois was first in 
soybean and feed grain sales, followed 
closely by lowa,” Milmoe says. “Cali- 
fornia, the third-ranking state overall, 
placed first in fruits, vegetables, and tree 
nuts; second in cotton and rice exports.” 


What about fourth-ranked Texas? “Texas 
led all other states in exports of cotton, 
cattle hides, and tallow, and it placed 
second in live animals and meat. Texas 
was also a major exporter of wheat and 
rice,” Milmoe says. 


Among the other leaders, Kansas ranked 
first in wheat export sales, North Carolina 
in tobacco, Arkansas in rice and poultry, 
and North Dakota in sunflower seeds and 
oil. 

For most of the billion-dollar export 
states, sales value was down in 1982—the 
same pattern that prevailed for the nation 
as a whole. U.S. agricultural exports 
slipped to $39.1 billion in fiscal 1982, off 
11 percent from the previous year's 
record. 


Of the top 13 states, only four—Missouri, 
North Dakota, Arkansas, and North 
Carolina—recorded higher export values 
in 1982. Their success catapulted them 
over Ohio, which was bumped from its 
9th-ranked spot in 1981 to 13th last year. 
Ohio still made the list, but one state 
didn't. In 1981, Washington qualified as 
number 14 in the billion-dollar rankings, 
with exports estimated at $1.04 billion. In 
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fiscal 1982, its exports dropped to $946 
million. 


Although state totals weren't as high as 
they might have been given a stronger 
world economy, they still look very 
impressive when stacked up against 
export figures recorded around the 
world. 


In fact, says economist Art Mackie, 
America’s top export states generate 
more foreign agricultural sales than 75- 
80 percent of the countries of the world. 
Only 35 nations out of around 170 had 
agricultural exports valued at a billion 
dollars or more in 1981, the latest year for 
which world figures are available. 


Our top two export states of 1981—lowa 
and Illinois—each had more than $3.5 
billion in agricultural exports. Mackie 
points out that they were joined by only 
15 of the world’s nations, counting the 
United States. Not a single country in 
Africa and only one nation in Asia 
exported more than $3.5 billion worth of 
agricultural exports that year. 0 


[Based on information provided by 
economists Steve Milmoe and Art Mackie 
of the International Economics Division, 
Economic Research Service. | 
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Figuring Production Costs: 
A Fresh Look 

















Board member Oren Childers, a Georgia farmer, studies crop budget material as ERS economist 
Ronald Krenz explains how crop budgets are prepared. 


H° much does it cost a farmer to 
produce a bushel of corn or soy- 
beans? The issue sounds simple enough: 
Just ask the farmer. 


“Most farmers, however, don't keep 
records that can accurately reflect all 
production costs for each individual 
crop,” says Milton Ericksen, an Eco- 
nomic Research Service economist. “For 
instance, machinery purchases and main- 
tenance are not generally separated 
between the corn and soybean pro- 
duction on a farmer's balance sheet.” 


For just this reason, USDA has devel- 
oped complex methods of estimating pro- 
duction costs for crops and livestock, but 
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controversy has often surrounded the 
process. 


What constitutes a valid cost? What 
components of the cost should be 
included in estimates? Should the cost 
for a specific item be based on its pur- 
chase price, depreciated value, replace- 
ment value, or opportunity cost? These 
are big concerns to farmers because 
policymakers consider cost of pro- 
duction information when formulating 
farm programs. 


A special review board, mandated by the 
Food and Agriculture Act of 1981, is now 
examining the methods used by USDA to 
estimate the cost of producing major 
farm commodities. 


A special review board is now 
examining the methods used to 
estimate costs of production. 


The cost of production estimates begin 
with data from on-farm surveys collected 
by USDA's Statistical Reporting Service. 
The data are supplemented with engi- 
neering data when estimating machinery 
and equipment cost items. Area budgets, 
which include costs for input items used 
in the production process, are used to 
develop weighted average costs for 
regions and for the United States. 


This information is reported to Congress 
and used by USDA for research as well 
as program and policy analysis. Agricul- 
tural colleges, other institutions, and 
agribusinesses use the information for 
extension and research programs and for 
planning purposes. 


The board is also charged with reviewing 
the adequacy of parity formulas. Parity 
formulas establish a relationship between 
purchasing power and units of produc- 
tion. 


The term “parity” was first introduced in 
the Agricultural Adjustment Act of 1938, 
although the concept had been dis- 
cussed beginning in the 1920's. The 1938 
formula for calculating a parity price was 
followed until 1949 when the so-called 
“new formula” was introduced. Parity 
prices continue to be reported today. 


The board’s 11 members—seven farmers, 
three industry and banking experts, and 
one USDA representative—first met in 
February to begin their review of USDA's 
current methods for determining pro- 
duction costs and parity prices. 


William Turrentine, a wheat, sorghum, 
and alfalfa farmer from Garden City, 
Kansas, is the board's chairman. George 
Hoffman, associate administrator of the 
Economic Research Service, serves as 
USDA's representative. The board will 
submit its next report to the Secretary of 
Agriculture and Congress in early 
1984. 0 








Farmland Values Down Again 


arm real estate values have slumped 

for the second year in a row. The 
latest decline of 6 percent for the year 
ending on April 1, 1983, follows a 1- 
percent decline between February 1981 
and April 1982 


The average acre of U.S. farmland is now 
worth about $744, compared with $789 in 
spring 1982 and $795 in early 1981 


“The largest declines were again in the 
Corn Belt,’’*says USDA economist 
Charles Barnard of the Economic Re- 
search Service. “Farmland values in 
Indiana, lowa, and Missouri were all 
down 13 percent. For the Corn Belt as a 
whole, values fell an average of 12 
percent, the most of any region.” 


According to Barnard, only 11 states 
posted gains in farmland values: Texas, 
California, Virginia, North Carolina, 
Florida, and six New England states. 


Before 1981, U.S. farmland values were 
on a steady upward path—up 9 percent 
in 1980 and an average increase of 13 
percent a year during the 1970's. In the 
last 30 years, the only previous decline 
was in 1953 


“We're now seeing the impact of a 
sustained period of high interest rates 
and low farm income on _ farmiand 
values,” says Barnard. “However, that 
doesn't necessarily mean another down- 
turn in farm real estate values this year.” 


He explains that farmland prices tend to 
reflect expectations for the farm sector 
over the year or years ahead. These 
longer term expectations may be improv- 
ing, he says 


“There are some indications that land 
values may now be increasing again, at 
least in parts of the Corn Belt. Our latest 
survey of land values covers a 12-month 
period, so any new developments since 
last fall could be hidden in the annual 
average. We'll have to wait and see.” 


A turnaround in land values would be 
good news for many farmers whose 
borrowing power has shrunk along with 
the value of their real estate collateral. 
This loss in borrowing power becomes 
even more meaningful when inflation is 
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taken into account. Inflation has further 
eroded the purchasing power represented 
by farmland. 


“Inflation-adjusted values of U.S. farm- 
land have fallen for 3 straight years, not 
just 2 years,” Barnard says. He points out 
that 1980’s 9-percent rise in farmland 
values was more than matched by that 
year’s inflation rate. “Real farmland 
values are now 18 percent below 1980 
levels,” he says. 


The biggest loser is likely to be the 
farmer who purchased land in the last 
few years at a high interest rate. In 
general, the longer term landowners— 
and that’s the majority of farmers by far— 
have accumulated enough real land 
value gains to absorb recent declines and 
still remain well ahead of inflation. 


One group that might seem to welcome a 
drop in farmland values is the renters of 


farmland. State-by-state returns are 
mixed and most changes are relatively 
small, but cash rents on farmland have 
dropped overall. Good news for renters? 


According to Barnard, falling rents may 
reflect a lower income potential of the 
land, so renters aren't necessarily better 
off. He also notes that rents have not 
fallen nearly as much as land values. 


Rents now represent a higher proportion 
of cropland values than they did a year or 
two ago. Since rents are linked closely to 
income, he says, the higher rent-to-value 
ratio may indicate that farmland prices 
are now more realistic than they had 
been in terms of the income potential of 
farmland. 0 

[Based on information provided by 
Charles Barnard and John Jones of the 
Natural Resource Economics Division, 
Economic Research Service. | 





Farm Real Estate Values Decline in 34 States 


Average value per acre in land and 
buildings, April 1, 1983 (in dollars): 


States where farm real estate values: 


[_] increased Decreased 1% to 5% 
or remained Decreased 6% to 10% 
the same Decreased 11% or more 


. . during the year ending April 1, 1983. 
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FARMLINE TRENDS 








POR EE A A AT TEE TTR 
Monthly Price Monitor 


USDA's index of farm prices rose again in soybean prices remained below year-ear- 
May for the fifth month in a row, but the lier levels. In the livestock area, milk 
overall gain was less than 1%. Corn was prices dropped for the third straight 

up, while soybean, wheat, and cotton month, while Choice steers held above 
prices were down slightly from April. Only $67 per cwt. Prices were down for feeder 
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steers and barrows and gilts—barrow 
and gilt prices hit the lowest level since 
January 1982. Broiler prices jumped 
above 48 cents a pound for the first time 
since February. 
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